Aopust 1972

SURVEY OF QURRENT BUSINESS

Alternative Measures of Price Change for GNP, 1969-72

THE implicit price defiator for GNP,
a byproduct of the caleulation of con-
stent-doller, or "real”, ANF, hos besn
used incressingly over che past severnl
yoars es & camprehensive composite
index of the prices of all the goods ond
services that make np the GNFP. Un-
like most prics indexss, which are con-
structed with fixed weights, the GNP
deflator is besed on shifting weights
that reflect the shifting composition of
GNP, This was explained in an article
in the Mwarch 1969 Svevey,! which
carried & table for the period 1965-08
compering the quarter-to-guarter be-
havior of the implicit deflator with that
of alternative indexes of GNP prices
using fixed weoighis.

The fixed weighted price indexes
published in 1969 wers haszed on 1958
weights and fourth quarter 1968
weights. Naw fixed weightad incdexes
based on 1967 weights were pub-
lished in the Aupust 1971 SurvEer,
which carried s table for the psriod
1865-71 showing quarter-to-guarter
percentege changes in the irplicit
deflator, the fixed weighted index using
1967 weights, and the ahain prics index.
In the chein index esleulation, quarter-
to-quarier percentage ohanges are
weightod by expendituras in the frst
of the fwo querters involved.

The tables preseniad here take nec-
count of the revisions of 1969-72
income and product dats published in
July 1972. The data for 1965-63 pub-
lished in the August 1971 Svrvey have
not baen revised. The quatter-to-gquarter
percentags changes in the implicit
deflators and chain indexes for totnl
GNP and for pross private product are
updated on an onpoing basis in tahls 19
of the national income amd product

- "Alemative Manraros of Prion Changs for GNP by
Allan B, Young and Olapdin Horkios, BYerer oF Conress
Busitites, Mutch M. Reprints sto syl lblagn requsst.

tables published every month in the
Svrvey.

Teble 1 shows quarter-to-quarter
perceniage chenges in the vorious prico
meaagures. Tabls 2 shows guarterly
values of the fixed weighted price
indexes enleulnted with 1087 weighta.
The indexes are shown on tha base
1958== 100, the same base usad for the
implicit deflrtors.

The fixed weighted index boased on
1067 weights and the chain index in-
cregzed ot about the same rate os the
implicit deflator for total GNP in the
period 1365-70, although there were
occasionnl shorivun divergences be-
cause of changes in the composition ol
constant~dollor GNP, which affect the
implicit GNP deflator but not the kxed
weighted index or the chain index.
However, there has been a persistent
divergence during the past six quarters:
in every quarter from 1971-1 through
1972-11, both the fixed weighted index
and the choin index increased at a faster
rote than the implicit deflator. The
quorierly incrense in the fized weighted
index nvernged 0.9 percentage point
greater {at sn ennual rate) than the
incrense in the deflntor for totol GNP
over this period; the quarterly increase
in the choain index averagad 0.6 per-
centage point greater than tha increnass
in the deflator. This porsistent di-
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verzence was due largely to & staedy
decline in tha weight of Faderal ganeral
government employea compensation in
totol renl GNP, resulting from a de-
clining lavel of Federal employment,
particularly in the military. Because tha
lavel of the deflator for Faderal gonersl
government employes compensation
is high relative to the sverage deflator
for total GNF, n decresse in the weight
of ihis ttem ténds to hold down tha level
af the implicit deflator for GNP, which
has the effect of holding down the rate
of inerease in the implicit deflator.

The declining weight of Federal
genernl government employee eom-
pensation was net the only factor in the
divergence observed during the past six
quorters, A similor, though less shorp,
pattarn of divergence can be seen in the
mensures of price ehange for gross
privete produet (GNF less output of
gonarnl government, represenied by
vompensation of general government
employees). In this case, tha fixed
waighted index itcrezsed foster than the
implicit deflator in wach of the six
aqunrtera, with the axcess averaging 0.6
percentnps point (&t an onnual rate),
and the chain index increased fnater
than the deflator in aach of the quarters,
with the exeess averaging 0.4 per-
cantage point. Thie divergence resultad
from 2 deeline in weights of components
of gross private produet thet have
relatively high deflators. Declining
woights for output of highways and
atreste and nonresidential buildings
purchased by State and local govern-
mentz and for output of privats
industrial buildinga have had the largest
efferts on the private GNF deflator
over this period. The weighia (.n,
shares of constont-dollor GNF) of
thess items snd of Federal peneral om-
ployes compensation are shown here
for the year 1967, the fourth quarter of
1970, and the sescond quartar of 1972
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Table 1.—Prles Changes as Measured by Tmplicit Deflatom, Fived Welghted Prlee Indexes, and Chain Indexes, Quarterly, 195-F=]%72=11
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